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International economic organizations have proliferated since World
War II. The International Monetary Fund (IMF) was established to
provide international financial order in the exchange rate and payments
practices of its members; now the IMF is seeking to produce an international money. The World Bank was set up to help finance postwar
reconstruction; now the Bank lends $1 billion annually to developing
countries. Each major geographic area has its own regional development
lending institutions. The GATT-the General Agreement on Trade
and Tariffs-provides a forum for negotiating reductions in trade barriers and for settling trade disputes.
The establishment of multilateral economic organizations is a recognition of the inability of nations acting alone to solve efficiently the
problems of international trade. These multilateral organizations perform the same functions on the international level that national governments perform on the national level. In functional terms, these
organizations do one of two things. Some are concerned with burden
sharing, that is, allocating among the various members the costs of pursuing common objectives. Others coordinate policy for activities that
reach across national boundaries. The GATT provides a forum for
coordinating commercial policy.
The basic theme of the General Agreement was multilateralization
of the most-favored-nation principle. Tariff concessions extended by
GATT members were to be generalized to all members on a nondiscriminatory basis. Thus, the scope for the development of partial customs unions within the GATT was small. A second element in the
GATT was that tariffs were to be progressively reduced through reciprocal reductions in tariffs. In addition, quantitative restrictions on trade
were to be eliminated.
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More books have been written about the GATT than about other
international economic institutions. In addition to Professor Dam's
book, four major volumes on the GATT have appeared within the last
five years.1 Three of the volumes are similar-a chapter on the GATT's
history, a chapter on the various articles of the GATT, with a historical
commentary on how they have been applied. Another volume studies
the law of the GATT.
The most plausible explanation for the concerted attention given
the GATT is the availability of information about its operation; there
have been a large number of decisions and the process is an open one.
Trade issues generate more decisions than do issues involving money,
perhaps because the number of commodities is so large. Moreover, in
some international institutions, the decisions are made by the international civil servants who frequently act in executive session. In contrast,
within the GATT the decisions are made by representatives of national
governments, usually meeting openly under the GATT umbrella.
The central issue for these and future books about international economic organizations is whether they focus on questions worth answering. An examination of the GATT or other international economic
organizations that seeks to do more than give a descriptive, historical
account can be justified on two grounds. The first is that reorganization
of the activities or the structure of the international institutions may
increase their effectiveness in promoting economic welfare, a goal of
central importance to national governments. The second is that international organizations are an important institutional phenomenon,
and insights about the activities of one might be useful in understanding the operations of others. Thus, any study of the GATT should be
judged in terms of its evaluation of the institution's performance.
The welfare costs of national commercial policies are immense. Since
trade barriers entail large costs in the form of forgone income resulting
from less efficient production patterns, GNP increases with the elimination of these barriers. Most of these barriers existed prior to the GATT.
However, since the GATT largely ignores trade in services (ocean shipping and airlines), trade in goods produced and consumed in the public
sector, and trade in the agricultural sector, and focuses solely on trade
in the manufactures, its effectiveness in eliminating trade barriers is
limited.
Trade has increased rapidly in the postwar period. Tariffs and other
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barriers have been reduced. Some analysts attribute the growth in trade
to reduction in barriers. Theory is on their side: the smaller the barriers, the greater the trade. But barriers would almost certainly have
been reduced and trade would have grown even without the GATT.
The critical issue is whether the GATT, with its insistence on generalized tariff reductions, has made a difference.
Two factors are relevant. One is that the most significant changes in
commercial policy in recent years have been outside the GATT framework; these include, for instance, the development of regional customs
areas, such as the European Common Market and the European Free
Trade Area. The second is that much of the resistance to further trade
liberalization has arisen from balance of payments problems; unnecessarily high costs have resulted because the problem has fallen between
the stools of the IMF and the GATT. The combination of the GATT's
stubbornness on export subsidies and tariff surcharges, and a natural
reluctance to alter exchange rates, has forced reliance on costly balance
of payments policies.
The GATT's great success was the Kennedy Round. The Kennedy
Round was a United States response to the across-the-board cuts in
the formation of the Common Market. This procedure was adopted
on a worldwide basis. But the Kennedy Round was a reflection of the
United States' "Grand Design" for Atlantic relations. While the GATT
played a substantive role in the negotiation process, it seems highly
likely that there would have been a Kennedy Round even without the
GATT.
Whether commercial restrictions would have been reduced more
rapidly in the absence of the most-favored-nation approach of the
GATT is necessarily conjectural. The issue is, however, at the heart of
the GATT; it receives much less attention than it deserves.
The second set of issues suggested by the volumes on the GATT involves the functioning of international organizations. These organizations are a recent phenomenon. A good history of what they have done
for intelligent prescription of how their effectiveness might be improved. The decision process is obviously complex, involving the interplay of a staff of international civil servants and various national
governments. The objectives of the participants differ; the need is to
find the denomination around which bargains can be struck. The tradeoff is between complexity and payoff-multilateral negotiations are
more complex than bilateral negotiations, but their payoffs are probably much greater.
The shortcoming of Professor Dam's book is that it optimizes at the
chapter level rather than at the institutional level-it pays too little
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attention to and asks too few questions about the central themes of the
GATT. The focus is too heavily directed at the GATT process, with
inadequate emphasis on the costs and benefits of the GATT efforts to
achieve welfare gains in the commercial policy area. Dam's book is,
however, highly readable and is an excellent analysis of the GATT
process. The volume exhibits a comprehensive understanding of the
economic significance of the various articles and a sensitivity to their
application. The high level of analysis qualifies this as an outstanding
study of an international economic organization, one which should
serve as a useful model for scholars interested in studying similar institutions.

